that changes in various speculative prices appeared to fluctuate randomly preceded the development of a theory to explain why they should (Samuelson, 1965). The notion that changes in speculative prices respond only to the arrival of new information in an efficient capital market as Fama (1965) and Ross (1989) have argued remains a central tenet of modern financial theory.
The U.S. stock market crash of October 19, 1987 is well known even if the cause is still unclear. Jackwerth and Rubinstein (1996) point out that the 29% decline in the S&P 500 stock index futures price (the cash market declined less) was equivalent to a 27 standard deviation move assuming that changes in stock prices are lognormally distributed and annualized volatility averages 20%. The probability of a 27 standard deviation move is a 10 -160 event or virtually impossible. Regardless of whether one regards the crash as trading-induced or the reaction to the arrival of fundamental information the question arises as to whether it could happen again. Or, rather, did it happen again in the USA in 1987? The answer is yes. prices in the stock market did not fall very much so that, at one point, the December '87 S&P 500 stock index futures contract was trading at a 50 point discount to the cash index. The huge discount was a result, in part, of the inability to easily do index arbitrage in the wake of the crash.
Extreme

Extreme Events: October 7, 1998
On Wednesday, October 7, 1998, the dollar fell sharply against the yen. At one point, the dollar was down almost 12 yen or over 9.15% intraday. This is an incredible move for the exchange rate between the currencies of two developed economies. The catalyst for this huge move was simply the unwinding of massive short yen and yen-carry positions by hedge funds and other market participants-and the belief that some major hedge funds were in trouble.
Once again, the rumor of some key traders attempting to unwind a large position sparked a change in the actions and strategies of other traders. Tiger Management-at the time the largest hedge fund in the world-was rumored to have lost over $1 billion on that day from its short yen positions. The fact that some of the largest extreme price moves are trading induced highlights the fact that trading is a game. Not all large price changes reflect new fundamental information (outside of game specific issues such as holdings by various market participants.) More research needs to be conducted on both predatory trading and positive feedback trading.
